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Report From the
President and CEO

Our industry continues to
operate w ithin one of the most
challenging environments in
its history. Today 's health care
system is continuing to evolve
at a rapid-fire pace, leaving
consumers, government and
the industry itself grappling
with how to deal with such
major transformation .

The last thing you want to worry
about is your health care coverage. When you carry the Blue
Cross and Blue Shield of Florida
(BCBSF) card, you're carrying
more than 50 years of experience, financial strength and
commitment. Last year was no
exception. Our company closed
the decade of the 90s with our
eleventh consecutive year of
positive financial performance
and enrollment gains.

Blue Cross and Blue Shield of
Florida (BCBSF) has continued
to work with government, our
industry partners and our
members to support positive
changes that improve the
competitive market and to protect consumers from harmful
legislation that would add to
the cost of health care and
limit innovation and choice.
We have made progress in
reducing the rate of cost
increases and improving the
health and wellness of our
members. The health care revolution has begun to move the
industry away from yesterday's
fragmented system that helped
the sick. Today's focus is on
maintaining health, improving
the quality of life for the chronically ill, and providing consumers with more - and
better - information.
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Message From the
Chairman

The new millennium holds
tremendous opportunity for
even greater progress. We are
moving forward in developing
the capabilities to transform our
company and increase the value
we offer our members while
reducing administrative costs .
con tinued on page 4

In 1999, our consolidated net
income was $38 .8 million on
revenues of $4 .27 billion. The
company paid approximately
$51 million in federal and state
taxes. BCBSF is an independent, ta x-paying mutual health
care coverage company and
is subject to the same regulation by the Department of
Insurance as other commercial
insurers operating in Florida .
We increased policyholders'
equity by $67.1 million, ending
the year with $896.5 million.
Policyholders' equity provides
a strong foundation for developing new capabilities that
improve the quality of health
care coverage for our members
wh ile lowering overall costs.
It also ensures the company
can meet its obligations when
claims or expenses are higher
than anticipated or during
times of economic uncertainty.
Continuing to increase policyholders' equity is a sign of our
financial strength and the peace
of mind we offer our members.
continued on page 5
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Our industry continues to
operate within one of the most
challenging environments in
its history. Today's health care
system is continuing to evolve
at a rapid-fire pace, leaving
consumers, government and
the industry itself grappling
with how to deal with such
major transformation.

The last thing you want to worry
about is your health care coverage. When you carry the Blue
Cross and Blue Shield of Florida
(BCBSF) card, you're carrying
more than 50 years of experience, financial strength and
commitment. Last year was no
exception . Our company closed
the decade of the 90s with our
eleventh consecutive year of
positive financial performance
and enrollment gains.

Blue Cross and Blue Shield of
Florida (BCBSF) has continued
to work with government, our
industry partners and our
members to support positive
changes that improve the
competitive market and to protect consumers from harmful
legis lation that would add to
the cost of hea lth care and
limit innovation and choice.
We have made progress in
reducing the rate of cost
increases and improving the
hea lth and we llness of our
members. The health care revolution has begun to move the
industry away from yesterday's
fragmented system that helped
the sick. Today's focus is on
maintaining health, improving
the quality of life for the chronica lly ill , and providing consumers with more - and
better - information.
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moving forwa rd in developing
the capab ilities to transform our
company and increase the va lue
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reducing administrative costs .
cootinued on page 4
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income was $38 .8 million on
revenues of $4.27 billion. The
company paid approximately
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care coverage company and
is subject to the same regulation by the Department of
Insurance as other commercial
insurers operating in Fl orida.
We increased policyholders'
equity by $67.1 million, ending
the year w ith $896.5 mi llion.
Policyholders' equity provides
a strong foundation for developing new capabi lities that
improve the qua lity of health
care coverage for our members
while lowering overal l costs .
It also ensures the company
can meet its obl igations when
claims or expenses are higher
than anticipated or during
times of economic uncertainty.
Continuing to increase policyholders' equity is a sign of our
financia l strength and the peace
of mind we offer our members .
continued on page 5
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CorporateValues

•
Our members are
our reasonfor being.

•
Our employees
are our
number one asset.

•
We respect individuals
and value teamwork.

•
Continuous learning
and improvement
are keys to
our success.

•
All of our decisions
will be based upon
our ethical standards
of honesty, fairness
and integrity.

•
Chairman'sMessage(cont.)
Some of our key initiatives
include Virtual Office, product
and contract simplification, and
various E-Business initiatives.

Transforming the
company and the
industry is one
part of our promise
behind the BCBSF
card; however, it
is not our only
focus. JVe also take
very seriously our
commitment to reach
out to comrnunities
and neighborhoods
across the state.
/4)~~~

As the name implies, Virtual
Office removes the "physical"
barriers between our company
and the medical community
and allows physicians and
their staffs to spend less time
on administrative matters and
more time focusing on the
needs of our members. We
began rolling out this initiative
in late 1997 and will continue
to enhance and expand Virtual
Office in 2000.
We know health care is oftentimes too confusing for consumers. That's why we are
simplifying our products and
contracts and streamlining our
administrative processes. Last
year we redesigned our HMO
product line . In 2000, we will
redesign our PPO product line
and implement new simplified
contracts and a standardized
payment process .
Our industry is informationintensive and will become
increasingly more so in the
future. E-Business will transform our industry to not only
use the information more
effectively and efficiently in the
things we do today, but also to
develop new applications and
processes . Our focus in 2000
is to be a leader in creating
value and helping reinvent the
whole industry through our
participation in E-Business
opportunities.
Transforming the company and
the industry is one part of our

promise behind the BCBSF
card; however, it is not our
only focus. We also take very
seriously our commitment to
reach out to communities and
neighborhoods across the
state . Last year our employees
helped their fellow Floridians
by donating their time and
their financial resources.
Examples of our community
commitment and spirit include:
We sponsored two Habitat for
Humanity homes and helped
build many more in Jacksonville .
In Miami-Dade's United Way
Day of Caring, employees
donated more than 400 hours
to help renovate a public housing community. Across the
state, employees walked 3,000
miles to raise $21,000 for the
March of Dimes and collected
more than a ton of food to feed
the hungry. We raised more
than $4,000 for the Jacksonville
Marines' Toys for Tots program.
Most exciting of all, our employees and the company contributed nearly $1.2 million
to help fund important United
Way programs.
Providing our members with
practical, real-world solutions
that meet their diverse and
ever-changing needs is what
we believe today's health care
coverage is all about. We
invite you to turn the page and
meet some of our members
who have experienced firsthand our promise behind the
Blue Cross and Blue Shield of
Florida card.
William E. Flaherty
Chairman

President'sReport(cont.)
Last year the company
achieved its largest-ever
enrollment gain in one year,
adding 320,000 new members
and adding further to our market share. In addition, our
member retention rate last
year exceeded 87 percent
for all of our product lines.
Based on our strong market
position, good earnings profile
and excellent capitalization,
the independent insurance rating firms of Standard & Poor's
affirmed its "A+" rating and

AM. Best Company affirmed
its "A" (excellent) rating. Our
Standard & Poor's rating is
among the highest in the
country issued for health
care companies.
We are proud to be Florida's
leading health care coverage
company, and we work hard
every day to earn the continued respect and trust of our
more than 2.7 million members. We are committed to
providing our members with
practical, real-world solutions
designed to meet their diverse
and ever-changing needs.
Our goal is to help our members
live confident, healthy lives and
to have a positive influence
on the continuing evolution
of our industry. It comes down
to providing our members with
caring solutions. The way we
do this is to focus on choice
and affordability.
Choice is what the future of
health care is all about. Within
choice, we're talking about

choices in products, physicians, types of care and information for decision-making . A
key element of choice is giving
members the information they
need to make "informed"
choices that are best for them.
When it comes to affordability,
the products and services we
design for this new millennium
must take a much broader
view. That means taking into
account the total health care
costs our members pay. These
costs include all out-of-pocket
expenses as well as the premiums they pay us. Because
affordability varies with the individual, our products must be
affordable to those who fall in
between and on both extremes
of the economic scale.

As we move forward with this
important work, our core values
and our promise behind the
Blue Cross and Blue Shield of
Florida card will guide us core values and a promise
that speak to the heart of our
business. We care about our
members. They are our friends,
our family, our neighbors and
ourselves, and the products
we provide help support and
protect our most precious of
gifts: our lives and the lives
of our loved ones.
Michael Cascone, Jr.
President & CEO

Our goal is to help
our members live
confident, healthy
lives and to have
a positive influence
on the continuing
evolution of our
industry.
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product line. In 2000, we will
redesign our PPO product line
and implement new simplified
contracts and a standardized
payment process.
Our industry is informationintensive and will become
increasingly more so in the
future. E-Business will transform our industry to not only
use the information more
effectively and efficiently in the
things we do today, but also to
develop new applications and
processes. Our focus in 2000
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reach out to communities and
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state. Last year our employees
helped their fellow Floridians
by donating their time and
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more than a ton of food to feed
the hungry. We raised more
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to help fund important United
Way programs.
Providing our members with
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that meet their diverse and
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we believe today's health care
coverage is all about. We
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meet some of our members
who have experienced firsthand our promise behind the
Blue Cross and Blue Shield of
Florida card.
William E. Flaherty
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Last year the company
achieved its largest-ever
enrollment gain in one year,
adding 320,000 new members
and adding further to our market share. In addition, our
member retention rate last
year exceeded 87 percent
for all of our product lines.
Based on our strong market
position, good earnings profile
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the independent insurance rating firms of Standard & Poor's
affirmed its "A+" rating and
A.M. Best Company affirmed
its "A" (excellent) rating. Our
Standard & Poor's rating is
among the highest in the
country issued for health
care companies.
We are proud to be Florida's
leading health care coverage
company, and we work hard
every day to earn the continued respect and trust of our
more than 2 .7 million members. We are committed to
providing our members with
practical, real-world solutions
designed to meet their diverse
and ever-changing needs.
Our goal is to help our members
live confident, healthy lives and
to have a positive influence
on the continuing evolution
of our industry. It comes down
to providing our members with
caring solutions. The way we
do this is to focus on choice
and affordability.
Choice is what the future of
health care is all about. Within
choice, we're talking about

choices in products, physicians, types of care and information for decision-making. A
key element of choice is giving
members the information they
need to make "informed"
choices that are best for them.
When it comes to affordability,
the products and services we
design for this new millennium
must take a much broader
view. That means taking into
account the total health care
costs our members pay. These
costs include all out-of-pocket
expenses as well as the premiums they pay us. Because
affordability varies with the individual, our products must be
affordable to those who fall in
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As we move forward with this
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and our promise behind the
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that speak to the heart of our
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our members live
confident, healthy
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a positire influence
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HealthOptions'HealthyAddition
Danella Cogswell's first pregnancy was not the easiest.
Complications began at four
weeks for the 31-year-old
resident of Atlantic Beach,
Florida, and she was put on bed
rest. At 20 weeks, her water
broke prematurely, resulting in a
temporary hospitalization. Then
there was a scare she had gestational diabetes, which, to her
great relief, proved false. At the
end of the pregnancy, her blood
pressure escalated, and she
was diagnosed with preeclampsia - a condition that can be
fatal to both mother and baby.
Fortunately, Danella was able
to give birth last August 12 to a
healthy 5-pound, 12-ounce boy,
named Clayton. Despite all the
hurdles the young mother
endured, her pregnancy lasted
37.5 weeks - considered
normal.
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Danella got through the ordeal
with the help of her husband,
Stephen, and Clevette George,
R.N., a nurse with Healthy
Addition - a program through
BCBSF's HMO, Health Options.
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"It was helpful to have someone besides my physicians with
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Healthy Addition is designed to
both identify high-risk pregnancies and give them the additional attention and protection they
need to make sure everything
goes as well as possible.

whom I could talk and discuss
possible options," says Danella.
"Clevette didn't seem like she
was just doing a job. She was
a comforting and reassuring
friend."

Clevette called Danella every
two to three weeks, reassuring
her and teaching her about the
importance of eating properly
and maintaining her fluid levels
to control her blood pressure
and prevent pre-term labor and
dehydration. "I view myself
as a patient advocate," says
Clevette, "providing our
members with educational
and emotional support while
making them and their physicians aware of all the benefits
we can provide for high-risk
pregnancies.
Danella was frankly surprised
that a health plan cared enough
to assign Clevette to monitor
her care. "With all the controversy regarding medical care
and insurance companies, especially HMOs, I felt great about
the care I received. The Healthy
Addition program was just the
icing on the cake to make me
feel safe and secure in my
pregnancy
Earlier this year, when she
learned she was expecting
again, Danella heard from
Clevette once more - and
not for the last time. "Clevette
asked me how my other baby
was doing and remembered a

I realize the health
care system benefits
u,hen a baby is
deli1,ered in good
health. But it was
an e.rcellent feeling
to know that Blue
Cross and Blue
Shield of Florida
cared about
protecting my

lot of my problems from last
time," says Danella, who during

well-being and my

her current pregnancy is doing
fine. "She was genuinely
interested in how we were
doing . It's just so personal."

baby in such a
caring way.

Pictured Left: Stephen and
Danella Cogswell with baby
Clayton .
Above: Danella Cogswell.
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with the help of her husband,
Stephen, and Clevette George,
R.N., a nurse with Healthy
Addition - a program through
BCBSF's HMO, Health Options.
Healthy Addition is designed to
both identify high-risk pregnancies and give them the additional attention and protection they
need to make sure everything
goes as well as possible.
"It was helpful to have someone besides my physicians with
whom I could talk and discuss
possible options," says Danella.
"Clevette didn't seem like she
was just doing a job. She was
a comforting and reassuring
friend."

Clevette called Danella every
two to three weeks, reassuring
her and teaching her about the
importance of eating properly
and maintaining her fluid levels
to control her blood pressure
and prevent pre-term labor and
dehydration. "I view myself
as a patient advocate," says
Clevette, "providing our
members with educational
and emotional support while
making them and their physicians aware of all the benefits
we can provide for high-risk
pregnancies.
Danella was frankly surprised
that a health plan cared enough
to assign Clevette to monitor
her care. "With all the controversy regarding medical care
and insurance companies, especially HMOs, I felt great about
the care I received. The Healthy

Addition program was just the
icing on the cake to make me
feel safe and secure in my
pregnancy.
Earlier this year, when she
learned she was expecting
again, Danella heard from
Clevette once more - and
not for the last time. "Clevette
asked me how my other baby
was doing and remembered a
lot of my problems from last
time," says Danella, who during
her current pregnancy is doing
fine. "She was genuinely
interested in how we were
doing. It's just so personal."

l realize the health

care system benefits
when a baby is
delivered in good
health. But it was
an excellent feeling
to know that Blue
Cross and Blue
Shield of Florida
cared about
protecting my
well-being and my
baby in such a
caring way.

Pictured Left: Stephen and
Danella Cogswell with baby
Clayton.
Above: Danella Cogswell
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Cuban native Manuel T.
Ferrero learned many things
when he came to the United
States to attend Erlham
College in Richmond, Indiana,
from 1939 to 1943.
Mathematics was his major,
and with his degree, he
returned to Cuba to help his
father run the family business,
a combined grocery, hardware,
furniture and cafeteria business
at one end of Cuba far removed
from Havana.
It wasn't far enough, though,
from Fidel Castro, whose rise
to power eventually spelled the
end of the Ferrero family business in 1962. Five years later,
after he and his wife, Modesta,
fled to Miami, Manuel remembered another lesson from his
earlier stay in America .
It was time to acquire health
care coverage, and there was
no doubt in his mind about
which health insurer would
receive his trust: Blue Cross
and Blue Shield of Florida. He's
been a member ever since.
"When I stayed with my
brother in the U.S. in the
1940s, he had Blue Cross and
Blue Shield," says Manuel,
who is now 77. "I figured if it
had lasted that long, it must be
very strong and very good.
That's why I went with Florida
Blue Cross. I trust Blue Cross,
and I'm very satisfied with it."
A close-knit family is important
to the Ferreros, who have been
married for 51 years. Their
grandson , Manuel T. Ferrero Ill,
a 19-year-old Miami-Dade

Community College student
whose father died years ago,
has lived with them most of
his life.
The trust that develops in such
long-term personal ties is one
of the reasons the Ferreros are
so pleased with Medicare &
More, Health Options'
Medicare HMO .
"My wife and I are very
pleased with Dr. Rafael Mas,"
Manuel says of their primary
care physician. "He doesn't
simply take care of our medical
problems. He knows our history. We are very familiar to
him. Most importantly, Dr. Mas
is very kind; he always asks
about our plans and our grandchildren. It's not a drive-through
appointment. If you have a
problem requiring a specialist,
he refers you immediately."
Manuel also appreciates the
regular care he receives from
urologist Jorge Echenique,
M.D. He says, "I receive
regular checkups for my
prostate (including a biopsy
last summer), and that makes
me feel a whole lot better
about my health ."
Modesta, who sees a rheumatologist on a regular basis, also
has had good experiences with
member services . "If on any
occasion we have had any
misunderstanding, it has been
solved promptly and professionally," the Ferreros say.
"Everything about Health
Options is excelente."
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Medicare&More
Cuban native Manuel T.
Ferrero learned many things
when he came to the United
States to attend Erlham
College in Richmond, Indiana,
from 1939 to 1943.

• • ~~~;Zt°:s 1JJ1Jesliie1.
'Per,t1er,1( .
~........., . . .8tuee:
_ 1oss
1Cens

•rt;:,,,.
/I;, 1

XJ,>"•
<.

si,Jo

ar,<18tue .,,,,et<1,4
~.?e or fl>e
••0c1a110,,

1te1,.. /:,errero
113

S11

I/Ji,
614

Q

Mathematics was his major,
and with his degree, he
returned to Cuba to help his
father run the family business,
a combined grocery, hardware,
furniture and cafeteria business
at one end of Cuba far removed
from Havana.
It wasn't far enough, though,
from Fidel Castro, whose rise
to power eventually spelled the
end of the Ferrero family business in 1962. Five years later,
after he and his wife, Modesta,
fled to Miami, Manuel remembered another lesson from his
earlier stay in America.
It was time to acquire health
care coverage, and there was
no doubt in his mind about
which health insurer would
receive his trust: Blue Cross
and Blue Shield of Florida. He's
been a member ever since.
"When I stayed with my
brother in the U.S. in the
1940s, he had Blue Cross and
Blue Shield," says Manuel,
who is now 77 . "I figured if it
had lasted that long, it must be
very strong and very good.
That's why I went with Florida
Blue Cross. I trust Blue Cross,
and I'm very satisfied with it."

1rust

A close-knit family is important
to the Ferreros, who have been
married for 51 years. Their
grandson, Manuel T Ferrero 111,
a 19-year-old Miami-Dade

Community College student
whose father died years ago,
has lived with them most of
his life.
The trust that develops in such
long-term personal ties is one
of the reasons the Ferreros are
so pleased with Medicare &
More, Health Options'
Medicare HMO .
"My wife and I are very
pleased with Dr. Rafael Mas,"
Manuel says of their primary
care physician. "He doesn't
simply take care of our medical
problems. He knows our history. We are very familiar to
him . Most importantly, Dr. Mas
is very kind; he always asks
about our plans and our grandchildren. It's not a drive-through
appointment. If you have a
problem requiring a specialist,
he refers you immediately."
Manuel also appreciates the
regular care he receives from
urologist Jorge Echenique,
M.D. He says, " I receive
regular checkups for my
prostate (including a biopsy
last summer), and that makes
me feel a whole lot better
about my health ."
Modesta, who sees a rheumatologist on a regular basis, also
has had good experiences with
member services. "If on any
occasion we have had any
misunderstanding, it has been
solved promptly and professionally," the Ferreros say.
"Everything about Health
Options is excelente."

Modesta and I have
been marriedfor
J 1 years. We've both

been very lucky
because we love,
respect and trust
each other. As we
enjoy our golden
years, we trust Blue
Cross and Blue
Shield of Florida to
help us stay healthy.

Pictured Left: Manuel T. Ferrero
with grandson Manuel T. Ferrero
Ill.
Above: Manuel and Modesta
Ferrero.
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BlueprintforHealth
Jody Long says she is a
"stay-at-home" wife and
mom who actually doesn't
stay home much. The 39year-old Macclenny, Florida,
resident is a whirlwind of
activity with her seven-yearold son, Taylor: at the ball
fields, at his school for kite
day, at the playground, and
more.
Thanks in part to Blueprint for
Health - a program through
Health Options, Blue Cross and
Blue Shield of Florida's HMO the discovery that Jody has
diabetes hasn't slowed her
down a bit.
A year ago, Jody was feeling
more fatigued than usual.
She didn't think anything of it,
though, until she visited her
family physician, Gary Dopson,
M.D. As part of her annual
checkup, which Health Options
highly recommends and covers,
Dr. Dopson ordered a blood
test. The test showed Jody had
elevated blood sugar levels.
The diagnosis: Type II diabetes.
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In response, Dr. Dopson
arranged with Health Options
for Jody to receive the lancets
and testing strips needed to
check her own blood sugar
level. But Jody got much more.
The physician's call also sent
into action Gayle Larsen, R.N.,
a nurse in Health Options'
Blueprint for Health diabetes
program. It's just one of the
programs Health Options
provides to members with
chronic conditions - others
include asthma and congestive
heart failure - to get better

control of their conditions and
enhance their quality of life.
Nurse Larsen sent Jody a blood
sugar level meter and arranged
for her to see a dietitian and
a registered nurse who focus
on diabetes . To encourage
Jody, the nurse sent her
diabetes information and
urged her to exercise and
follow her recommended diet.
Health Options believes
educated patients can better
communicate with their physicians and better manage their
conditions. "With conditions
such as diabetes," says Nurse
Larsen, "it's up to the patient
to control it."
Besides having extensive
diabetes nursing experience,
Nurse Larsen also has an older
brother who is a diabetic. Now
55, he's blind and on kidney
dialysis. When he learned he
was diabetic, he didn't get any
education or information.
"It's important," says the nurse,
"for me to educate my patients
so they don't go through
the things he's experienced."
As for Jody, through a combination of medicine, diet and
exercise, she reduced her
blood sugar levels by nearly half
in just three months. She's kept
her blood sugar near normal
levels since then.
"Physically and emotionally,
I feel a lot better," she reports,
"and I definitely have more
energy to support Taylor in all
his activities."

Learning you have
diabetes can be
upsetting. Gayle toll
me any time I had
a problem or neede,
to talk to someone,
to give her a call.
And she's always
followed right up
u·ith me. She's been
very helpful and
supportive.

Pictured Left: Jody Long with
son Taylor.
Above: Jody Long.
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"stay-at-home" wife and
mom who actually doesn't
stay home much. The 39year-old Macclenny, Florida,
resident is a whirlwind of
activity with her seven-yearold son, Taylor: at the ball
fields, at his school for kite
day, at the playground, and
more.
Thanks in part to Blueprint for
Health - a program through
Health Options, Blue Cross and
Blue Shield of Florida's HMO the discovery that Jody has
diabetes hasn't slowed her
down a bit.
A year ago, Jody was feeling
more fatigued than usual.
She didn't think anything of it,
though, until she visited her
family physician, Gary Dopson,
M.D. As part of her annual
checkup, which Health Options
highly recommends and covers,
Dr. Dopson ordered a blood
test. The test showed Jody had
elevated blood sugar levels.
The diagnosis: Type II diabetes.
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In response, Dr. Dopson
arranged with Health Options
for Jody to receive the lancets
and testing strips needed to
check her own blood sugar
level. But Jody got much more.
The physician's call also sent
into action Gayle Larsen, R.N.,
a nurse in Health Options'
Blueprint for Health diabetes
program. It's just one of the
programs Health Options
provides to members with
chronic conditions - others
include asthma and congestive
heart failure - to get better

control of their conditions and
enhance their quality of life.
Nurse Larsen sent Jody a blood
sugar level meter and arranged
for her to see a dietitian and
a registered nurse who focus
on diabetes. To encourage
Jody, the nurse sent her
diabetes information and
urged her to exercise and
follow her recommended diet.
Health Options believes
educated patients can better
communicate with their physicians and better manage their
conditions. "With conditions
such as diabetes," says Nurse
Larsen, "it's up to the patient
to control it."
Besides having extensive
diabetes nursing experience,
Nurse Larsen also has an older
brother who is a diabetic. Now
55, he's blind and on kidney
dialysis. When he learned he
was diabetic, he didn't get any
education or information .
"It's important," says the nurse,
"for me to educate my patients
so they don't go through
the things he's experienced ."
As for Jody, through a combination of medicine, diet and
exercise, she reduced her
blood sugar levels by nearly half
in just three months. She's kept
her blood sugar near normal
levels since then.
"Physically and emotionally,
I feel a lot better," she reports,
"and I definitely have more
energy to support Taylor in all
his activities ."

Learning you have
diabetes can be
upsetting. Gayle told
me any time I had
a problem or needed
to talk to someone,
to give her a call.
And she's always
followed right up
with me. She's been
very helpful and
supportive.

Pictured Left: Jody Long with
son Taylor.
Above: Jody Long.
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SmallBusinessOptions
He's a busy decision-maker
- president of the family-run
Parker Lumber Company in
Maitland, Florida - but in
the past few years, Larry
Parker took time out for
surgery four times: three
arthroscopic knee procedures
and one operation to correct
a potentially life-threatening
case of sleep apnea.
A man accustomed to choosing
among business options, Larry
was pleased he had the right to
choose his physicians each
time, thanks to Blue Cross and
Blue Shield of Florida's PPO
plan, Preferred Patient Care,
and its impressive list of
participating quality physicians.
"We wouldn't have it any other
way," says Larry, 50, who has
offered BCBSF's Preferred
Patient Care plan to his employees and their families since
1988. "We can make our own
decisions about our health care
because we can choose our
physicians from a very large list.
Having choices is very important
to me and to my employees."
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Choices

The PPO is just one of a number of quality, affordable health
plan choices BCBSF offers
small businesses such as
Parker Lumber. The firm,
which began as a sawmill in
Kissimmee in 1910, has seven
employees who are covered
by BCBSF along with 18 of
their family members. Besides
their broad freedom of choice,
they also value the fact that
BCBSF and its quality network
of physicians, hospitals and
other health care providers

stand behind them to provide
the care they need.
One example: Six-year-old Anna
Burks, the daughter of Kevin
Burks and his wife Teresa, who
is Larry's cousin. Teresa began
helping her grandmother (the
bookkeeper) at the family business when she was just eight
years old. After school, she
began working there full-time,
where she eventually met
Kevin, a 17-year employee who
delivered lumber. Married in
1984, they have four children,
the youngest being Anna, who
was diagnosed with liver problems shortly after birth. Two
days shy of her second birthday,
she received a liver transplant at
Shands Children's Hospital at
the University of Florida in
Gainesville.
Today, watching her wear out
a trampoline, you'd never know
she was a transplant patient.
"She's a real sweet, bright little
girl," says her mother. "We've
been able to enjoy her to the
degree that we have partly
because Blue Cross and Blue
Shield of Florida has done a
good job taking care of her. I've
heard horror stories from others
who don't have good insurance.
BCBSF has been absolutely
fantastic. I couldn't ask for
anything more."
Larry Parker agrees. "Anna's
just a great joy, and without
Blue Cross and Blue Shield of
Florida, she wouldn't be alive
today."

My average
employee has been
with me for close to
20 years. One of
the reasons is the
quality choices
they can get with
BCBSF's PPO plan.
Choice of physicians
is very important

to me and my
employees.

Pictured Left: Larry Parker with
employee Kevin Burks and
Kevin's daughter Anna.
Above: Larry Parker.
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PreferredPatientCare
Four years ago, life couldn't
have been better for George
and Sue Paskert of Tampa.
Healthy and active in their
mid-50s, they enjoyed good
jobs, their beach-front condo
on Little Gasparilla Island, and
their three grown children and
grandchildren all living nearby.

"Cyndi w as able to coordinate
with physicians, providers and
various hospitals and make
dealing w ith an out-of-state
Blue Cross network invisible to
us," says George. "She
resolved things big and small
and really helped me get
through this ordeal."

It all changed within 48 hours.

Cyndi, an eight-year BCBSF
employee who now trains customer service representatives,
is still going to bat for the
Paskerts, smoothing the way for
Sue's annual checkup at Johns
Hopkins. When corresponding
with them, she even remembers their birthdays and adds a
small personal note of cheer.

One fateful Monday, they were
told Sue had leukemia . Two
days later, she checked into a
hospital for the beginning of 75
consecutive days as an inpatient. She nearly died.
Two rounds of intensive
chemotherapy put her into
remission, well enough to travel
to Johns Hopkins Oncology
Center in Baltimore, Maryland,
for another involved procedure
to ward off the cancer.
While his wife was stabilizing,
George recalls being numb. "I
was a zombie at that point," he
recalls. "The last thing I wanted
to think about, but high on my
priority list, was the mound of
paperwork that was developing."

Commitment
14

One day he opened his briefcase in a pay phone station at
Johns Hopkins, spilling out
papers from various institutions
and providers, and made a call
to Blue Cross and Blue Shield
of Florida. He was connected to
Cyndi Stokes, a customer service representative for BCBSF's
PPO plan, Preferred Patient
Care. After just a few minutes
of conversation, he began to
feel confident she could help
him negotiate what looked like
a monumental burden .

George believes that, in an
impersonal world, such commitment to personalized member service is extraordinary. For
Cyndi, though, it is par for the
course. "The key is to
empathize with the patient and
their families, helping them
whenever you can so they
don't have to call repeatedly,"
she says.
Now 59 and in medication-free
remission, Sue spends a lot of
time at their Gulf Coast home,
gathering shells and fishing
with her grandchildren. She also
serves as a volunteer with the
Leukemia Society's First
Connection Program, supporting newly diagnosed patients.
"All things considered, I'm doing
extremely well," she reports . "I
used to go 120 mph. Now I go
100 mph - at least for a while
- and I can spend quality time
w ith my grandchildren."

Good member
service begins with
commitment the commitment to
make our members
more comfortable,
and the commitment
to understand that,
when your health -is
concerned, the last
thing you need to
worry about -is your
health plan.

Pictured Left: George and Sue
Paskert.
Above : BCBSF employee
Cyndi Stokes.

Our Promise
Behind The Card ...
1
.,,
®

PreferredPatientCare

ti /!/;;c1_

ior1dass Blue~hjel-d
An Independent .
0

®

Blue CroSs

l icensee ot th
and Blue Sh· I
e

Sue Paskert- -....................~

.;;:
,e~d4ssoe;ation

Xyz
188

S2738

24

2812
62,1
43J

Four years ago, life couldn't
have been better for George
and Sue Paskert of Tampa.
Healthy and active in their
mid-50s, they enjoyed good
jobs, their beach-front condo
on Little Gasparilla Island, and
their three grown children and
grandchildren all living nearby.

"Cyndi w as able to coordinate
w ith physicians, providers and
various hospitals and make
dealing w ith an out-of-state
Blue Cross network invisible to
us," says George . "She
resolved things big and small
and really helped me get
through this ordeal."

It all changed w ithin 48 hours.

Cyndi, an eight-year BCBSF
employee who now trains customer service representatives,
is still going to bat for the
Paskerts, smoothing the way for
Sue's annual checkup at Johns
Hopkins. When corresponding
with them, she even remembers their birthdays and adds a
small personal note of cheer.

One fateful Monday, they w ere
told Sue had leukemia . Two
days later, she checked into a
hospital for the beginning of 75
consecutive days as an inpatient. She nearly died .
Two rounds of intensive
chemotherapy put her into
remission, well enough to travel
to Johns Hopkins Oncology
Center in Baltimore, Maryland,
for another involved procedure
to ward off the cancer.
While his wife was stabilizing,
George recalls being numb. "I
was a zombie at that point," he
recalls . "The last thing I wanted
to think about, but high on my
priority list, was the mound of
paperwork that was developing."

Commitment

One day he opened his briefcase in a pay phone station at
Johns Hopkins, spilling out
papers from various institutions
and providers, and made a call
to Blue Cross and Blue Shield
of Florida. He was connected to
Cyndi Stokes, a customer service representative for BCBSF's
PPO plan, Preferred Patient
Care. After just a few minutes
of conversation, he began to
feel confident she could help
him negotiate what looked like
a monumental burden.

George believes that, in an
impersonal world, such commitment to personalized member service is extraordinary. For
Cyndi, though, it is par for the
course. "The key is to
empathize with the patient and
their families, helping them
whenever you can so they
don't have to call repeatedly,"
she says.
Now 59 and in medication-free
remission, Sue spends a lot of
time at their Gulf Coast home,
gathering shells and fishing
with her grandchildren . She also
serves as a volunteer with the
Leukemia Society's First
Connection Program, supporting newly diagnosed patients.
"All things considered, I'm doing
extremely well," she reports. "I
used to go 120 mph. Now I go
100 mph - at least for a while
- and I can spend quality time
with my grandchildren."

Good member
service begins with
commitment the commitment to
make our members
more comfortable,
and the commitment
to understand that,
when your health is
concerned, the last
thing you need to
worry about is your
health plan.

Pictured Left: George and Sue
Paskert.
Above: BCBSF employee
Cyndi Stokes.
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CommunityInvolvement
The way our employees
responded to the 1999-2000
United Way campaign
showed, once again, that
Blue Cross and Blue Shield of
Florida employees have big
hearts. Throughout the state,
our employees pledged
$952,455, and the company
added another $238,114 nearly $1.2 million total to help fund important
United Way programs.
But monetary contributions
are just one measure of the
character of our employees .
Throughout the year, they give
their time and energy to help
fellow Floridians.
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In North Florida, BCBSF sponsored two houses with HabiJax,
the local Habitat for Humanity
organization. More than 300
BCBSF employees pitched in
to help build houses for Latasha
McCray and others.
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"I never thought I'd be a
homeowner," says a thrilled
Latasha, the working mother of
two young boys, Brandon and
Myles. "But thanks to BCBSF
we're here, in our own home."
In Central Florida, BCBSF
employees walked for the
March of Dimes, collected food
for the needy and pitched in
during several United Way Days
of Caring. They also spearheaded an Ageless Heroes competition to honor such still-vital older
Floridians as 79-year-old Evelyn
McGee Stone. Evelyn went on
to win the national Blue Cross
and Blue Shield Association
Ageless Hero award for creative
expression.

Evelyn, a professional jazz and
R&B singer who lives in Winter
Springs, has recorded three
albums - several songs written by her late husband Jesse
Stone, who launched rock-androll music when he penned
"Shake, Rattle and Roll ."
"It's my life," she says of
her singing . "I like the way it
makes me feel, and I like the
way it uplifts my fans ."
In South Florida, employees
took part in the United Way
Day of Caring. They also organized a toy drive and participated in a food drive during the
holidays . In addition, BCBSF
pledged $100,000 for equipment so 5,000 Broward County
sixth graders can participate in
the JASON Project, an innovative science program .
The JASON Project culminates
at Nova Southeastern University,
where - thanks to the technology funded by BCBSF - students can observe scientists
during live broadcasts from such
sites as NASA's Johnson Space
Center in Houston and the
Aquarius Underwater Habitat
in Key Largo. They also can
interact with the scientists and
other students via sophisticated
computers.
Across the company, employees show they care . To Melissa
Rehfus, the vice president of
public policy who co-chaired
our United Way fund drive,
it's simple to understand such
an outpouring: " We live and
work here . That's why BCBSF
employees care so deeply
about their communities and
their neighbors in need ."

Employees helped
build Latasha's
home. They
hammered nails,
painted baseboards,
put up a mailbox
and helped Latasha
install sod. Seeing
how thrilled she
and her little boys
were made the day
brighter for all.

Pictured Left (counterclockwise
from top right): Evelyn McGee
Stone, the JASON Project,
and Latasha McCray with sons
Brandon McCray and Myles
Hicks.
Above: BCBSF employee
volunteers as HabiJax worker.
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He have audited the accompanying consolidated balance sheets of Blue Cross and Blue Shield
of Florida, Inc. and subsidiaries as of December 31, 1999 and 1998, and the related consolidated statements of income and comprehensive income and cashjlowsfor the years then ended.
These.financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these.financial statements based on our audits.

TT'e conducted our audits in accordance with auditing standards generally accepted in
the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the.financial statements are.free of material misstatement.
DuBose Ausley

Mary H. Cross

Bernal Quiros

Chairman & Partner

Community Leader

President & Chief Executive Officer

Ausley & McMullen

St. Petersburg

Tallahassee

Lewis A. Doman

Micro Identification Systems, Inc.

Vice Chairman of the Board

Frank P. Scruggs, Jr.

Chairman & Chief Executive Officer

Retired Chairman of the

Attorney at Law

Bradenton

Henry H. Beckwith

Board & Chief Executive Officer
The Citizens & Peoples
National Bank
Gulf Breeze

Senior Vice President
W. W. Gay Mechanical
Contractors, Inc.

Fort Lauderdale

Latin America

Chairman of the Board

Barclays Group

Blue Cross & Blue Shield of Florida

Miami

Edward L. Boykin

Jacksonville

Certified Public Accountant

W. D. (Bill) Frederick, Jr.
President

Hugh M. Brown

Frederick Enterprise Group

President & Chief Executive Officer
BAMSI, Inc.

Orlando

Jan B. Luytjes, Ph.D.

Titusville

Professor, International Business

Michael Cascone, Jr.

Florida International University

President & Chief Executive Officer

Miami

Blue Cross & Blue Shield of Florida

Walter S. Mclin Ill

Jacksonville

Partner

Yank D. Coble, Jr., M.D.

Mclin, Burnsed, Morrison,

Endocrinologist
Jacksonville

Johnson and Robuck, P.A.
Leesburg

all financial statement presentation. TT e believe that our audits provide a reasonable basis for
our opinion.

Gonzalo F. Valdes-Fauli

Jacksonville

Tampa

principles used and significant estimates made by management, as well as evaluating the over-

Greenberg Traurig
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Report of Independent Certified Public Accountants
Blue Cross and Blue Shield of Florida, Inc . and subsidiaries

'

,,

To the Board of Directors Qf
Blue Cross and Blue Shield of Florida,
1~1.c.:
,
'

We have audited the accompanying consolidated balance sheets of Blue Cross and Blue Shield
of Florida, Inc. and subsidiaries as of December 31, 1999 and 1998, and the related consolidated statements of income and comprehensive income and cashjlowsfor the years then ended.
These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on our audits.

ff e

conducted our audits in accordance with auditing standards generally accepted in

the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the.financial statements are free of material misstatement.
An audit includes e.1:amining~ on a Lest basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. /Te believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the.financial statements referred to above presentfairlJ~ in all material respects,
the consolidated financial position of Blue Cross and Blue Shield of Florida, Inc.
and subsidiaries as of December 31, 1999 and 1998, and the consolidated results of their operations and their cash flows for the years then ended in conformity with accounting
principles generally accepted in the Lnited States.

Jacksonville, Florida
March 7, 2000
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Consolidated Balance Sheets

Consolidated Statements of Income and Comprehensive lnco111e

Blue Cross and Blue Shield of Florida, Inc. and subsidiaries
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Blue Cross and Blue Shield of Florida, Inc. and subsid iaries

December 31,

Assets

1999

For the years ended
December 31 ,

1998
(in millions)

1998

1999

Investments:

(in millions)

Fi xed maturities

$

937.9

$

811 .8

Equity securities

472.6

410.1

Cash and cash equivalents

258.1

235.9

1,668.6

1,457.8

Total investments

$ 4,278.2

$ 3,544.2

76.6

114.9

4,354.8

3,659.1

3,437.9

2,813 .5

857.3

761 .1

4,295.2

3,574.6

59.6

84.5

Current

10.8

23 .6

Deferred

10.0

6.0

20.8

29.6

38.8

54.9

20.3

3.7

Revenue
Investment and other income
Total revenue
Claims and medical expense

Receivables:
Premiums and other

181.2

155.2

73.7

68.5

140.1

126.6

Property, equipment and computer software, net

276.6

203.8

Deferred expenses and other assets

127.3

128.3

Reimbursable contracts
Federal Employees Health Benefits Program

Operating expense
Total expenses
Income before income ta xes
Provision for income taxes :

Liabilities
Total provision for income ta xes

Liabilities for policyholder benefits:
Claims outstanding
Reimbursable contracts
Policy reserves
Total liabilities for policyholder benefits

$

440.4

$

307.5

73.7

68.5

204.6

177.3

718.7

553.3

Net income
Other comprehensive income :
Change in net unrealized gains on investments
(net of $11 .8 million and $1.6 million in

Unearned premium income:
Premiums

161.5

131 .1

Federal Employees Health Benefits Program

140.1

126.6

181.5

156.2

97.0

117.9

Accounts payable and accrued expenses

157.2

130.7

Short-term borrow ings

115.0

95 .0

1,571.0

1,310.8

896.5

829.4

Accrued payroll and related benefits
Ban k overdrafts

Total liabilities

deferred income taxes, respectively)

Comprehensive income

$

59.1

Policyholders' Equity
Pol icyholders' equity

See accompanying notes to consolidated financial s ta tements.

See accompanying notes to consolida ted financial statemen ts .
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Blue Cross and Blue Shield of Florida, Inc. and subsidiaries

Blue Cross and Blue Shield of Florida, Inc. and subsidia ries

For the vears ended
December 31,

December 31 ,

Assets

1998

1999

1999

(in millions)

1998
(in millions)

Investments:
Fixed maturities

$

937.9

$

472.6

Equity securities
Cash and cash equivalents
Total investments

811.8

Revenue

410.1

Investment and other income

258.1

235.9

1,668.6

1,457.8

$ 4,278.2

$ 3,544.2

76.6

114.9

4,354.8

3,659.1

3,437.9

2,813.5

857.3

761.1

4,295.2

3,574.6

59.6

84.5

Current

10.8

23.6

Deferred

10.0

6.0

20.8

29.6

38.8

54.9

20.3

3.7

Total revenue
Claims and medical expense
Operating expense

Receivables:
181.2

155.2

73.7

68.5

140.1

126.6

Property, equipment and computer software, net

276.6

203.8

Deferred expenses and other assets

127.3

128.3

Premiums and other
Reimbursable contracts
Federal Employees Health Benefits Program

-

- •-•-•-•-~

......

Liabilities

Total expenses
Income before income taxes
Provision for income taxes:

Total provision for income taxes

Liabilities for policyholder benefits:
Claims outstanding
Reimbursable contracts
Policy reserves
Total liabilities for policyholder benefits

$

440.4

$

307.5

73.7

68.5

204.6

177.3

718.7

553.3

Net income
Other comprehensive income:
Change in net unrealized gains on investments
(net of $11 .8 million and $1 .6 million in

Unearned premium income:

deferred income taxes, respectively)

Premiums

161.5

131 .1

Federal Employees Health Benefits Program

140.1

126.6

181.5

156.2

97.0

117.9

Accounts payable and accrued expenses

157.2

130.7

Short-term borrowings

115.0

95.0

1,571.0

1,310.8

896.5

829.4

Accrued payroll and related benefits
Bank overdrafts

Total liabilities

Comprehensive income

$

Policyholders' Equity
Policyholders' equity

See accompanving notes to consolidated financial statements.

See accompanving notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

Blue Cross and Blue Shield of Florida, Inc. and subsidiaries

Blu e Cross and Blue Shield of Florida, Inc. and subsidiaries

For the years ended
December 37,

For the years ended
December 3 7,

1998

1999

1999
(in millions)

(in millions)

Cash flows from operating activities:
Premiums and other revenue received
Claims and medical expense paid
Cash paid to suppliers and employees
Interest and dividends received
Income taxes paid

7998

Reconciliation of net income to net cash

$4,278.1

$ 3,551.5

(3,272.5)

(2,769.6)

(814.2)

(692.2)

57.6

77.6

(13.9)

(13.0)

provided by operating activities:

$

Net income

38.8

$

54.9

Adjustments to reconcile net income to net cash
provided by operating activities:

Net cash provided by operating activities

235.1

154.3
Depreciation and amortization

Cash flows from investing activities:
Proceeds from investments sold
Proceeds from investments matured
Cost of investments purchased

43.2

35.2

0.8

1.2

Amortization of investment discounts

604.5

1,444.3

27.9

73.1

(768.9)

(1,553.1)
(96.3)

Acquisition of business

and premiums, net
Net realized gain on sale of investments

(21.4)

Net unrealized loss on long-term investments

1.9

Net realized loss on disposal of fixed assets

0.4

(39.5)

1.0

Purchase of property, equipment and
computer software

(104.4)

(55.4)

Increase in certain assets:

(26.0)

(3.8)

(5.2)

(3.8)

(23.5)

5.7

132.9

20.8

5.2

3.8

Policy reserves

27.3

19.3

Unearned premium income

30.4

15.0

Accrued payrol l and related benefits

25.3

4.5

(20.9)

36.4

Premiums and other receivables
Net cash used in investing activities

(240.9)

(187.4)

Reimbursable contracts receivable
Deferred expenses and other assets

Cash flows from financing activities:
Net borrowings under line-of-credit agreement
Proceeds from issuance of preferred stock

20.0

95 .0

8.0

Increase (decrease) in certain liabilities:
Claims outstanding
Reimbursable contracts

Net cash provided by financing activities

Net increase in cash and cash equivalents

28.0
22.2

95 .0

61.9

Bank overdrafts
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

235.9

174.0

$ · 258:i

.- $ 2$5.fl

Accounts payable and accrued expenses

Total adjustments

Net cash provided by operating activities

See accompanying notes to consolidated financial statements.

25.9

3.6

196.3

99.4

$ 235.1

$ 154.3

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Blue Cross and Blue Shield of Florida, Inc. and subsidiaries

Summary of Organization and
Significant Accounting Policies
Organization
Blue Cross and Blue Shield of Florida, Inc. (the Plan), a mutual
insurance company, offers a wide range of health care
products including traditional health insurance, preferred
provider organization products, health maintenance organization products (through its wholly-owned subsidiary, Health
Options, Inc.) and special products such as dental and we llness
programs marketed throughout Florida. Life insurance products
are marketed in Florida by Florida Combined Life Insurance
Company, Inc., a wholly-owned subsidiary. Workers' compensation products are marketed by Comp Options Insurance
Co., Inc., a wholly-owned subsidiary. First Coast Service
Options, Inc, a wholly-owned subsidiary, was established in
1998 and began third-pa rty administration for Medicare in
January, 1999. During 1999, Diversified Service Opt ions, Inc., a
wholly-owned subsidiary, acquired a fifty percent interest in
Tricenturion, LLC, wh ich was formed to perform work on behalf
of the Health Care Financing Administration (HCFA) in connection with The Medicare Integrity Program.
During the reporting periods, the Plan, its wholly-owned subsidiaries, and Capital Health Plan, a controlled affiliate (the
Company), also acted as an administrator for other Blue Cross
and Blue Shield Plans and employer groups, and for programs
such as Medicare and the State of Florida.

holders' equity and included in comprehensive income.
Available-for-sale securities are defined as securities to be held
for indefinite periods of time and not intended to be held to
maturity. If a security has a decline in fair value that is other
than temporary, then the security will be written down to its fair
value by recording a loss in the Consolidated Statement of
Income and Comprehensive Income. At December 31, 1999
and 1998, all of the Company's securities were classified as
available-for-sale.
Cash and cash equivalents consist of demand deposits, money
market funds, overnight repurchase agreements, high-quality
corporate debt issues, and demand deposits with a maturity
when purchased of less than ninety days. These investments
are carried at cost, which approximates fair value.
Net realized investment gains and losses are calculated on a
first-in first-out basis of identification. Rea lized gains and losses
and declines in value judged to be other than temporary on
available-for-sale securities are included in investment and related income .

Concentration of Credit Risk
Investments in cash in interest-bearing deposits with major
banks and money market funds generally exceed federally
insured amounts. The financial stability of these institutions is
reviewed on a continuous basis. Credit losses are not anticipated . Fixed maturity marketable investments are diversified and
rated BAA or better at the time of pu rchase by nationally recognized rating services. These credit ratings are continuously
reviewed. Diversification is enforced by limiting individual nongovernment issues to no more than 5% of the portfolio.

The Plan is an independent licensee of the Blue Cross and Blue
Shield Association. The Association owns the Blue Cross and
Blue Shield service marks and establishes national policies and
sets certain operating and f inancial guidelines for the independent Blue Cross and Blue Shield Plans. The Association is not
an affiliate or guarantor of the Plan .

Premiums are billed in advance of coverage periods and recognized as revenue pro-rata over the period of service or coverage. Other revenue is recognized in income when earned.

Acquisitions

Receivables

On December 31, 1998, t he Company acquired all of the outstanding shares of common stock of Principal Health Care of
Florida, Inc. (PHCF). The acquisition was recorded under the
purchase method of account ing, and accordingly, the excess of
purchase price over the fair values of the net assets acquired of
$96.5 mil lion was recorded as goodwill and included in deferred
expenses and other assets. Goodwill is being amortized on a
straight-line basis over fifteen years.

Receivables are reported net of an allowance for estimated
uncollectible amounts of $20.5 million and $15.8 million at
December 31, 1999 and 1998, respectively, based upon historical col lection data and management's judgment of collectibility.

Basis of Presentation and Principles
of Consolidation
The consol idated financial statements include the accounts of the
Company. All significant intercompany transactions have been
eliminated. Certain amounts in the 1998 financial statements have
been reclassified to correspond to the 1999 presentation.
The accompanying consolidated financial statements have
been prepared on the basis of generally accepted accounting
principles. The preparation of financial statements in conformity with generally accepted accounting principles requires the
company to use estimates and assumptions based on analytical methods in determining deferred acquisition costs, deferred
income taxes, incurred and unreported claims, valuation of pension and other benefit plans, and other various accrua ls. Actual
results could differ from those estimates.

Investments Available-For-Sale
The Company's fixed maturities consist of U.S. Government,
Treasury and Agency instruments; corporate and municipal
bonds; commercial paper, and certificates of deposit. Fixed
maturities and equity securities are classified as available-forsale and are carried at fair value, which is determined by published market value. Changes in such value, net of deferred
income taxes, are reflected as a direct credit or charge to policy-

Revenue Recognition

The Plan records its proportional share of unearned premium
reserves and related receivables for the Federal Employees
Health Benefits Program (FEP). These amounts have no effect
on net income.

Property, Equipment and Computer Software
Property, equipment and computer software are recorded at
cost. Depreciation and amortization are computed on the
straight-line method over the estimated useful lives of the related assets, which range from three to thirty-nine years.
Property, equipment and computer software are reviewed for
possible impairment whenever events or changes in circumstances indicate the carrying amount may not be recoverable.
No material losses were incurred as a result of this review.
Computer software costs consist of costs to purchase and
develop software. The company capitalizes internally developed software costs based on a project-by-project analysis.
Amortization of capitalized software is computed on an item-byitem basis over a period of three to ten years, depending on the
usefu l life of the software.

Deferred Expenses and Other Assets
The costs of acquiring new business, principally direct marketing expenses, and certain expenses of policy issuance have
been deferred. These expenses vary with, and are primarily
related to, the production of certain Med icare supplemental
products. The deferred acquisition costs of $22.9 million and
$22.8 million, net of amortization, at December 31, 1999 and

Blue Cross and Blue Shield of Florida, Inc. and subsidiaries

1998, respectively, are included in deferred expenses. Deferred
acquisition assets are being amortized over the expected
premium-paying period of the related policies.
Beginning in 1999, goodwill of $6.4 million has been amortized
based on a straight-line basis over a period of fifteen years. Longlived assets and certain intangibles are reviewed for possible
impairment whenever events or changes in circumstances indicate the carrying amount may not be recoverable. No material
losses were incurred as a result of this review.

Liabilities for Policyholder Benefits
The Company accrues for incurred and unreported claims and
loss adjustment expenses based on historical paid and incurred
claims data using actuarially accepted methods. The assumptions used in determining the liability are regularly reviewed and
any adjustment resulting from these reviews is reflected in current operations. Processing costs related to such claims are
accrued and reported with accounts payable and accrued
expenses. See note 5 for an analysis of changes in the liabi lity for
claims outstanding.
The liabilities for reimbursement contracts (national accounts,
cost plus and min imum premium plan contracts) are also established as receivables and have no effect on net income.

/t11 ,e.'illllClllS
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Investments available for sale at December 31 ,
1999 and 1998 w ere as follow s:

1999
Gross
Gross
Unreal ized Unrealized Fa ir
Ga ins
Losses
Value

Cost
Fixed maturities :
U.S. Government
& Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Other
Total f ixed maturities
Equity securities

/in millions)

$ 483.3

0.6
0,7
0.0
15.6
0.5
0.0

$11.0
1.5
0.3
8.3
4.4
0.7

$ 472 .9

61.8
9.3
207.4
178,7
6.2
946.7

17.4

26.2

937.9

324.5
$1,271 .2

171 .6
$189.0

23.5
$49.7

472.6
$1,410.5

Expense Reimbursements
Operating expense is allocated to various lines of business and
subsidiaries in order to determine the expense reimbursement
due from Medicare, where the Company acts as a fiscal intermediary, from other Blue Cross and Blue Shield Plans and
employer groups for wh ich the Company processes claims. The
Company is reimbursed for either costs incurred or amounts
based on predeterm ined budgets. Reimbursements of $266.9
million and $228.5 mill ion for 1999 and 1998 (which approximates the cost of administering these programs) were included
in revenue. The actual cost of administration is included in operating expense . Reimbursements and claim payments are subject
to audit by the respective agencies, and any resulting adjustments are reflected in current operations.

Income Taxes
The Company will file a consolidated federal income tax return
for the first eleven months of 1999. Effective December 1, 1999,
Florida Combined Life Insurance Company, Inc. will file a separate federal income tax return.
The Company provides for income taxes in accordance with
Statement of Financial Accounting Standards No. 109, "Accounting
for Income Taxes" (FAS 109). Under FAS 109, deferred tax assets
and liabilities are determined based on the difference between the
financial statement and tax bases of assets and liabilities using currently enacted tax rates and law s in effect for the year in which the
differences are expected to reverse .

Comprehensive Income
On January 1, 1998, the Company adopted Statement of Financial
Accounting Standards No. 130, "Reporting Comprehensive
Income, " issued by the Financial Accounting Standards Board
(FASB), w hich requ ires that all components of comprehensive
income be reported in the financial statements in the period in which
they are recognized. Other comprehensive income for the period
consisted entirely of unrealized gains and (losses) on investments.
Policyholders' equity at December 31, 1999 and 1998 includes $92.2
million and $72.1 million of Accumulated Other Comprehensive
Income related to net unrealized gains on investments, respectively.

Cost
Fixed maturities:
U.S. Government
& Agencies
Mortgage-backed securities
Pub lic uti lities
Corporate
M unic ipa ls
Other
Total fixed maturit ies
Equ ity securities

$

61.0
9.0
214.7
174.8
5.5

1998
Gross
Gross
Unrealized Unrealized Fair
Gai ns
Losses
Value

Accrued Payroll and Related Benefits
Accrued payroll and related benefits contains accrued liabilities
related to wages, sa laries, vacation, pension, post-retirement
and post-employment benefits.

aiV/

/in millions)

$

$ 375.5
47.8
11.8
173.7
169.4
9.9

$ 10.5
2. 1
0.7
7.7
5.7
0.2

$ 0.2
0.0
0.0
2.6
0.3
0.1

385 .8
49.9
12 .5
178.8
174.8
10.0

788 .1

26.9

3.2

811.8

324.6
$1,112.7

108.2
$135.1

22 .7
$ 25.9

410.1
$1,221.9

Policyholders' equity at December 31, 1999 includes $92.2 million of unrealized gains on investments, net of deferred income
taxes of $49.7 million. Policyholders' equity at December 31,
1998 includes $72.1 million of unrealized gains on investments,
net of deferred income taxes of $38.6 million.
The amortized cost and fair value of fixed maturities availablefor-sale by contractua l maturity are shown below. Expected
maturities will differ from contractual maturities because borrowers may have the right to call or prepay obligations with or
without call or prepayment penalties.
1999
Cost

1998

Fair
Value

Fa ir
Value

Cost

(in millions)

Due in one year or less
Due after one yea r
th rough f ive years
Due after f ive yea rs
through ten years
Due after ten years

M ortgag e-backed securi ties

$ 85.8 $ 86.6

$ 44 .0

$

44 .0

367.7

363.7

310 .7

317 .8

255.1
176.3
884,9

246.6
180.0
876.9

226.0
159.6
740 .3

233 .5
166.6
761 .9

61.8

61.0

47 .8

49 .9

$ 946,7

$ 937 .9

$788.1

$ 811.8

Notes to Consolidated Financial Statements
Blue Cross and Blue Shield of Florida, Inc. and subsidiaries

1998, respectively, are included in deferred expenses. Deferred
acquisition assets are being amortized over the expected
premium-paying period of the related policies.
Beginning in 1999, goodw ill of $6.4 million has been amortized
based on a straight-line basis over a period of fifteen years. Longlived assets and certain intangibles are reviewed for possible
impairment whenever events or changes in circumstances indicate the carrying amount may not be recoverable. No material
losses were incurred as a result of this review.

Liabilities for Policyholder Benefits
The Company accrues for incurred and unreported claims and
loss adjustment expenses based on historical paid and incurred
claims data using actuarially accepted methods. The assumptions used in determining the liabi lity are regularly reviewed and
any adjustment resulting from these reviews is reflected in current operations. Processing costs related to such claims are
accrued and reported with accounts payable and accrued
expenses. See note 5 for an ana lysis of changes in the liability for
claims outstanding.
The liabilities for reimbursement contracts (national accounts,
cost plus and minimum premium plan contracts) are also established as receivab les and have no effect on net income.
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Investments available for sale at December 31 ,
1999 and 1998 w ere as fol lows:

1999
Gross
Gross
Unrealized Unrea lized Fair
Gains
Losses
Value

Cost
Fixed maturities:
U.S. Government
& Agenc ies
Mortgage-backed securit ies
Public utilities
Corporate
Mun icipals
Other
Total fixed maturities
Equ ity securities

(in millions}

0.6
0.7
0.0
15.6
0.5
0.0

$11.0
1.5
0.3
8.3
4.4
0.7

$ 472.9

61 .8
9.3
207.4
178.7
6.2
946.7

17.4

26.2

937.9

324.5
$1,271 .2

171 .6
$189.0

23.5
$49.7

472.6
$1,410.5

$ 483 .3

Expense Reimbursements
Operating expense is allocated to various lines of business and
subsidiaries in order to determine the expense reimbursement
due from Medicare, where the Company acts as a fisca l intermediary, from other Blue Cross and Blue Shield Plans and
employer groups for which the Company processes claims. The
Company is reimbursed for either costs incurred or amounts
based on predetermined budgets. Reimbursements of $266.9
million and $228.5 million for 1999 and 1998 (which approximates the cost of administering these programs) were included
in revenue. The actual cost of administration is included in operating expense. Reimbursements and claim payments are subject
to audit by the respective agencies, and any result ing adjustments are reflected in current operations.

Income Taxes
The Company will file a consolidated federal income tax return
for the first eleven months of 1999. Effective December 1, 1999,
Florida Combined Life Insurance Company, Inc. will file a separate federal income tax return.
The Company provides for income taxes in accordance with
Statement of Financial Accounting Standards No. 109, "Accounting
for Income Taxes" (FAS 109). Under FAS 109, deferred tax assets
and liabilities are determined based on the difference between the
financia l statement and tax bases of assets and liabilities using currently enacted tax rates and laws in effect for the year in which the
differences are expected to reverse.

Comprehensive Income
On January 1, 1998, the Company adopted Statement of Financial
Accounting Standards No. 130, "Reporting Comprehensive
Income," issued by the Financial Accounting Standards Board
(FASB), which requires that all components of comprehensive
income be reported in the financial statements in the period in which
they are recognized. Other comprehensive income for the period
consisted entirely of unrealized gains and (losses) on investments.
Policyholders' equity at December 31, 1999 and 1998 includes $92.2
million and $72.1 million of Accumulated Other Comprehensive
Income related to net unrealized gains on investments, respectively.

Cost
Fixed maturities:
U.S. Government
& Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Other
Total f ixed maturities
Equity securities

$

61 .0
9.0
214.7
174.8
5.5

1998
Gross
Gross
Unrealized Unrealized Fair
Gains
Losses
Value

Accrued Payroll and Related Benefits
Accrued payroll and related benefits contains accrued liabilities
related to wages, salaries, vacation, pension, post-retirement
and post-employment benefits.
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/in mill,ons}

$ 375 .5
47 .8
11.8
173.7
169.4
9.9

$ 10.5
2.1
0.7
7.7
5.7
0.2

$ 0.2
0.0
0.0
2.6
0.3
0.1

788.1

26.9

3.2

811.8

324.6
$1,112.7

108.2
$135.1

22.7
$ 25.9

410 .1
$1,221.9

$

385.8
49.9
12.5
178.8
174.8
10.0

Policyholders' equity at December 31, 1999 includes $92.2 million of unrealized gains on investments, net of deferred income
taxes of $49.7 million. Policyholders' equity at December 31,
1998 includes $72.1 million of unrealized gains on investments,
net of deferred income taxes of $38.6 million.
The amortized cost and fair value of fixed maturities availablefor-sale by contractua l maturity are shown below. Expected
maturities will differ from contractual maturities because borrowers may have the right to call or prepay obligations with or
without call or prepayment penalties.
1999
Cost

1998

Fair
Value

Fair
Value

Cost

/in millions}

Due in one year or less
Due after one yea r
through five years
Due after f ive yea rs
through ten years
Due after ten years

Mortgage-backed securities

$ 85 .8 $ 86.6

$ 44.0

$

44.0

367.7

363 .7

310.7

317.8

255.1
176.3
884.9

246.6
180.0
876.9

226.0
159.6
740 .3

233.5
166.6
761.9

61 .8

61.0

47.8

49 .9

$ 946.7

$ 937 .9

$788 .1

$ 811.8
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Proceeds from sales of investments in fixed maturities during
1999 and 1998 were $4 78.5 million and $589.6 mi llion, respectively. Gross ga ins of $5.8 mi llion and $11.7 mill ion and gross
losses of $8.0 mi llion and $2.2 million were real ized on those
sales in 1999 and 1998, respectively.

Property, l!:quipment and
<7mnputer S,~ftw are
December 31,
1999
1998
(in millions)

Land
Buildings and improvements
Equipment
Computer software

$

Total property, equipment
and computer software
Less accumulated depreciation
and amortization
Net property, equipment
and computer software

18.1
176.3
134.2
102.0

$

18.4
141.4
128.3
57.2

430.6

345.3

154.0

141.5

$ 276.6

$ 203.8

Depreciat ion and amortization expense for 1999 and 1998
was $31.5 mil lion and $29.8 million, respectively. Buildings
and improvements, as of December 31, 1999 and 1998,
include $37.0 million and $2. 0 million, respectively, for construction in process of phase two of the home office complex.
Future costs of const ruction fo r this capital project are
expect ed to approximate $5.0 million. Internal ly developed
software of $35.6 m illion and $19.1 million in 1999 and 1998
was capitalized.

Administrative Contract.~
During t he year, the Company served as an intermediary for the
Medicare program. Additionally, the Company acted as
an adm inistrat or for other Blue Cross and Blue Shield Plans,
employer groups and ot her organizat ions. Claims relating
to these programs , as shown in the following table, are not
reflected in the accompanying consolidated financia l
statements.
Number of
Claims Processed
1999

Amounts Paid
1999

1998

/in millions)

Medicare

1998

/in millions)

55.90

55.70

$8,468.1 $8,357.1

State of Florida

1.77

1.51

262.6

225.3

BCBS lnterplan Business

1.69

1.08

469.2

359.9

Other Groups

1.22

1.26

229.0

215.5

L ia bility for Claims
Outsta nding

------

Activity in the liability for claims outstanding is summarized as
fol lows for the years ended December 31, 1999 and 1998:

Blue Cross and Blue Shield of Florida, Inc . and subsidiaries
December 31,
1999

Balance at January 1

$ 307.5

1998
(in millions)
$ 286.7

Incurred related to:
Current year
Prior years

2,678.9
1.6

2,179.6
(87)

Total incurred

2,680.5

2,170.9

Paid related to:
Current year
Prior years
Total paid
Balance at December 31

2,241 .2
306.4

1,8740
276.1

2,547.6
$ 440.4

2,150.1
$

307.5

llnu;/'it l'llln .~
The Company participates in a defined benefit. non-contributory
pension plan covering substantially all of its employees. The plan
provides benefits based on years of service and the employee's
compensation in the years immediately preceding retirement. On
October 1, 1999, the Company introduced a new pension equity
plan. The plan provides benefits based on years of service, age and
the employee's compensation in the years immediately preceding
reti rement. Employees hired or rehired on or after this date wi ll automatically be enrolled in the new plan. On June 1, 2000, current
employees wi ll have the opportunity to make a one-time election to
participate in the new plan or remain in the cu rrent plan. Both plans
are funded through the Blue Cross and Blue Shield Nat ional
Ret irement Trust, a collect ive investment trust t hat services t he
retirement programs of its participating employers. Assets of the
Nat ional Ret irement Trust consist primarily of listed equity securities
and U.S. Government and corporate bonds.
For financial reporting purposes, a pension plan is considered
underfunded when the fair value of plan assets is less than the
accumulated benefit obligation. The defined benefit plan has
assets in excess of the accumulated benefit obligation (actuarial
present value of benefits earned to date based on present sa lary
levels) at December 31, 1999 and 1998. The Company's funding
policy with respect to the defined benefit plan is to meet the minimum req uirements of applicable regulations with in the limits of
deductibility under current tax regulations. In conformity with that
policy, the Company made additional contributions in 1999 and
1998 that reduced the accrued pension liability.
In addition to the defined benefit plan, there are two unfunded
pension plans included in t he following table. The projected benefit obligat ion and accumulated benefit obligat ion for these plans
were $25.7 million and $20.7 million, respectively, at December
31, 1999 and $28.1 m illion and $20.5 million, respective ly, at
December 31, 1998.
The Company also provides certain health care and life insurance
benefits to eligible retired employees. Generally, the health care coverages pay a percentage of most medical expenses reduced for any
deductibles and payments made by government programs and
other group coverages. Those covered by the HMO plan
have authorized care ful ly covered except for requi red copayments.
Life payments are generally provided by insurance contracts.
The Company's current policy is to fund the cost of postretirement
health care and life insurance plans on a pay-as-you-1:10 basis.
The following tables detail the components of pension and
other benefits, including the projected benefit obligation in excess
of plan assets, the accrued benefit cost recognized in the
Company's consolidated financial statements, and major assumptions used to determine these amounts.

Pension Benefits
1999

Accumulated benefit obligation
Projected benefit
obligation at end of year
Fair value of plan assets
at year end
Projected benefit obligation less
than (in excess of) plan assets
Total recognized amounts in
the consolidated balance
sheets consist of:
Accrued benefit liability
Intangible asset
Net amount recognized
in the consolidated
balance sheets
Weighted-average assumptions
as of December 31.
Discount rate
Expected return on plan assets
Rate of compensation increase
Benefit cost
Employer contributions
Employee contributions
Benefits paid

Other Benefits

-

$205.4

1998
1999
(in millions)
$202.1
$63.2

$276.9

$279.0

285.8

240.2

l__B.9

$ (388)

(36.5)
(0.2)

(3 1.1)
(14)

$ (36.7)

$ (32 5)

7.75%
9.00%

6.75%
9.00%

(84.8)

1998
$74.4
-

-

(79 71

ai'1

that have initial or remaining non-cancelable lease terms in
excess of one year:
Year Ending December 31,

Basic Rental Commitments
/in millions)

2000
2001
2002
2003
2004

Thereafter

$ 28.3
16.9
9.9
6.3
4.8
7.7

Total

$73.9

Rental expense for 1999 and 1998 was $35.9 million and $31.6
million, respective ly.

$(84.8) $(79 7)

Income Taxes
7.75% 6.75%

3.00%- 3.00%- 3.00%- 3.00%6.50%
650%
6.50% 6.50%
$ 19.0
$ 15.6
$ 6.7 $ 6.9
13.8
13.6
1.7
1.9
0.2
0.1
9.5
82
1.7
1.9

The health care cost trend rates for 1999 and 1998 were assumed
to be 7.7% declining to 5.0% in 2006. The effect of a 1.0% increase
in the assumed health care cost t rend rate would increase t he
APBO approximately 0.9% and 2.0% as of December 31, 1999 and
1998, respectively. The effect of a 1.0% decrease in the assumed
health care cost trend rate decreased the APBO approximately
1.6% and 2.3% as of December 31, 1999 and 1998, respectively.
The Company also provides certain postemployment benefits, such
as disability coverages, to former or inactive employees during the
time period following employment but before retirement. The
accrued liability for these benefits was $11.5 million and $1 1.1 million, at December 31 , 1999 and 1998, respectively.
The Company has a savings plan under Section 401 (k) of the
Internal Revenue Code for eligible employees. The savings plan is
designed to provide eligible employees an opportunity for saving
for their retirement to supplement benefits provided under the
Federal Social Security Act as we ll as other benefits. The savings
plan allows employees to defer up to 20% of their income on a
pretax basis through contributions to the plan. Employee contributions vest immediately. Employees enrolled under the traditiona l defined benefit pension plan will receive an employer
matching contribution of 50% of the salary red uction up to 6%.
Matching contributions paid by the Company vest over four yea rs.
Employees enrolled under the new pension equity plan will
receive an employer matching contribution of 100% of the salary
red uction on the first 3% contributed, and 50% of the salary
reduction on the next 2% contributed. Matching contributions
paid by the Company vest immediately. For the years ended
December 31, 1999 and 1998, the Company recorded expenses
for the matching contributions of approximately $6.0 million and
$5.4 million, respectively.

Rentals Under
Operating L eases
The Company leases office space and data processing and
office equipment under leases that expire on various dates
through 2004 and thereafter. The following is a schedule of
future minimum rental payments due under operating leases

The components of the Company's tax assets and liabilit ies at
December 31, 1999 and 1998, respectively, are as follows:
December 31,
1999
1998
(in millions)
$ 65 .3
$ 57.4
54.4
53.9
49.3
50.9
27.0
27.6
12.2
10.6
6.6
6.0
(137 .2)
(139.1)
77 .6
67.3

Deferred tax assets:
Accrued expenses
Other liabilities and reserves
Alternative minimum tax credits
Property and equipment
Policy acquisition costs
Miscellaneous
Valuation allowance
Total gross deferred tax assets
Deferred tax liabilities:
Unrealized gain on investments
Software
Reserves
Miscellaneous

49.4
21 .8
16.4
10.3

Total gross deferred tax liabilities

38.6
7.3
12.2
8.6

97 .9

Net deferred tax (liability) asset

66.7

$ (20.3)

$

0.6

The net def erred tax liability and asset include federal alternative
minimum tax (AMT) cred it carryforwards of $49.3 million and
$50.9 million, as of December 31, 1999 and 1998, respectively.
These credits may be utilized to offset future tax liabilities to the
extent that the Company's regular tax liability exceeds the alternative minimum tax liability. The AMT credits result from the payment of federal alternative minimum tax from 1989 through 1995
and may be carried forward indefinitely.
Reconciliation of the differences between income taxes computed at statutory federal rates and the consolidated provision for
income taxes for 1999 and 1998 is as follows:
For the years ended December 31,
1999

Amount
Income taxes computed at
statutory federa I tax rate
State tax provision,
net of federal income
tax benefit
Other miscellaneous
differences
Deduction for intangible
asset dispositions
Change in valuation
allowance on deferred
tax assets
Provision for income taxes
at effective tax rates

1998

Rate

/in millions)
$ 20.8
35.0%

Amount

Rate

(in millions)
$ 29.6
35.0%

2.1

3.5%

2.5

3.0%

0.7

1.2%

(1 61

(19%)

(0.9)

(1 .5%)

(1.4)

(1 7%)

(1.9)

(3.2 %)

0.5

0.6%

$ 29.6

35.0%

$ 20.8

35.0%
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Blue Cross and Blue Shield of Florida, Inc. and subsidiaries
Pension Benefits

December 31,
Proceeds from sales of investments in fixed maturities during
1999 and 1998 were $478.5 million and $589.6 million, respectively. Gross gains of $5.8 million and $11.7 million and gross
losses of $8.0 million and $2.2 million were realized on those
sales in 1999 and 1998, respectively.

Property, E:quipmenl and
Computer Sqfl w are
1999
1998
(in millions)

Land
Buildings and improvements
Equipment
Computer software
Total property, equipment
and computer software
Less accumulated depreciation
and amortization
Net property, equipment
and computer software

$

18.1
176.3
134.2
102.0

430 .6

345 3

154.0

141.5

$ 2038

$ 276.6

Depreciation and amortization expense for 1999 and 1998
was $31.5 million and $29.8 million, respectively Buildings
and improvements, as of December 31, 1999 and 1998,
include $37.0 million and $2.0 million, respectively, for construction in process of phase two of the home office complex.
Future costs of construction for this capital project are
expected to approximate $5.0 million. Internally developed
software of $35.6 million and $19.1 million in 1999 and 1998
was capitalized.

Administrative Contracl.t;
During the year, the Company served as an intermediary for the
Medicare program. Additionally, the Company acted as
an administrator for other Blue Cross and Blue Shield Plans,
employer groups and other organizations. Claims relating
to these programs, as shown in the following table, are not
reflected in the accompanying consolidated financial
statements.
Number of
Claims Processed
1999

Amounts Paid
1999

1998

/in millions)

/in millions)

55 .90

Medicare
State of Florida

1.77

1998

(in millions)
$

286.7

2,678.9
1.6

2,179.6
18 7)

Total incurred

2,680.5

2,170.9

2,241 .2
306.4

1,874.0
2761

2,547.6

2,150.1

Total paid

18.4
141 4
128.3
57.2

$ 307.5

Incurred related to:
Current year
Prior years

Paid related to:
Current year
Prior years

December 31,

$

Balance at January 1

Balance at December 31

$ 440.4

$

307 5

lkm;f'it 1•1rm.'i
The Company participates in a defined benefit, non-contributory
pension plan covering substantially all of its employees. The plan
provides benefits based on years of service and the employee's
compensation in the years immediately preceding retirement. On
October 1, 1999, the Company introduced a new pension equity
plan. The plan provides benefits based on years of service, age and
the employee's compensation in the years immediately preceding
retirement. Employees hired or rehired on or after this date will automatically be enrolled in the new plan. On June 1, 2000, current
employees will have the opportunity to make a one-time election to
participate in the new plan or remain in the current plan. Both plans
are funded through the Blue Cross and Blue Shield National
Retirement Trust, a collective investment trust that services the
retirement programs of its participating employers. Assets of the
National Retirement Trust consist primarily of listed equity securities
and U.S. Government and corporate bonds.
For financial reporting purposes, a pension plan is considered
underfunded when the fair value of plan assets is less than the
accumulated benefit obligation. The defined benefit plan has
assets in excess of the accumulated benefit obligation (actuarial
present value of benefits earned to date based on present salary
levels) at December 31, 1999 and 1998. The Company's funding
policy with respect to the defined benefit plan is to meet the minimum requirements of applicable regulations within the limits of
deductibility under current tax regulations. In conformity with that
policy, the Company made additional contributions in 1999 and
1998 that reduced the accrued pension liability.
In addition to the defined benefit plan, there are two unfunded
pension plans included in the following table. The projected benefit obligation and accumulated benefit obligation for these plans
were $25.7 million and $20.7 million, respectively, at December
31, 1999 and $28.1 million and $20.5 million, respectively, at

55.70

$8,468.1 $8,357.1

1.51

262.6

225.3

December 31, 1998.

359.9
215.5

The Company also provides certain health care and life insurance
benefits to eligible retired employees. Generally, the health care coverages pay a percentage of most medical expenses reduced for any
deductibles and payments made by government programs and
other group coverages. Those covered by the HMO plan
have authorized care fully covered except for required copayments.
Life payments are generally provided by insurance contracts.
The Company's current policy is to fund the cost of postretirement
health care and life insurance plans on a pay-as-you-go basis.

BCBS Interplan Business

1.69

1.08

469.2

Other Groups

1.22

1.26

229.0

Lia bilit,r for Cla ini.~
Out.danding
Activity in the liability for claims outstanding is summarized as
follows for the years ended December 31, 1999 and 1998:

1999

The following tables detail the components of pension and
other benefits, including the projected benefit obligation in excess
of plan assets, the accrued benefit cost recognized in the
Company's consolidated financial statements, and major assumptions used to determine these amounts.

Accumulated benefit obligation
Projected benefit
obligation at end of year
Fair value of plan assets
at year end
Projected benefit obligation less
than (in excess of) plan assets
Total recognized amounts in
the consolidated balance
sheets consist of:
Accrued benefit liability
Intangible asset
Net amount recognized
in the consolidated
balance sheets
Weighted-average assumptions
as of December 31:
Discount rate
Expected return on plan assets
Rate of compensation increase
Benefit cost
Employer contributions
Employee contributions
Benefits paid

Other Benefits

$205.4

1998
1999
/in millions)
$63.2
$202.1

$276.9

$279.0

-

28H

_240.2

-

8.9

$ (388)

-

1998

1999

$

1998
$74.4

-

that have initial or remaining non-cancelable lease terms in
excess of one year:
Year Ending December 31,

Basic Rental Commitments
(in millions)

2000
2001
2002
2003
2004

$ 28.3

16.9
9.9
6.3
4.8
7.7

Thereafter
Total

(36.5)
(0,2)

(31 1)
11.4)

$ (36.7)

$ (32 5)

(84.8)

(79 7)

+If

$73.9

Rental expense for 1999 and 1998 was $35.9 million and $31 .6
million, respectively.

$(84.8) $(79 7)

Income Taxes
7.75%
9.00%

6.75%
9.00%

7.75% 6.75%

3.00%- 3.00%- 3.00%- 3.00%6.50%
6.50% 6.50% 6.50%
$ 15.6
$ 6.7 $ 6.9
$ 19.0
13.8
13.6
1.7
1.9
0.1
0.2
9.5
8.2
1.7
1.9

The health care cost trend rates for 1999 and 1998 were assumed
to be 7.7% declining to 5.0% in 2006. The effect of a 1.0% increase
in the assumed health care cost trend rate would increase the
APBO approximately 0.9% and 2.0% as of December 31, 1999 and
1998, respectively. The effect of a 1.0% decrease in the assumed
health care cost trend rate decreased the APBO approximately
1.6% and 2.3% as of December 31, 1999 and 1998, respectively.
The Company also provides certain postemployment benefits, such
as disability coverages, to former or inactive employees during the
time period following employment but before retirement. The
accrued liability for these benefits was $11.5 million and $11.1 million, at December 31, 1999 and 1998, respectively.
The Company has a savings plan under Section 401 (k) of the
Internal Revenue Code for eligible employees. The savings plan is
designed to provide eligible employees an opportunity for saving
for their retirement to supplement benefits provided under the
Federal Social Security Act as we ll as ot her benefits. The savings
plan allows employees to defer up to 20% of their income on a
pretax basis through contributions to the plan. Employee contributions vest immediately. Employees enrolled under the trad itional defined benefit pension plan will receive an employer
matching contribution of 50% of the salary reduction up to 6%.
Matching contributions paid by the Company vest over four years.
Employees enrolled under the new pension equity plan will
receive an employer matching contribution of 100% of the salary
reduction on the first 3% contributed, and 50% of the salary
reduction on the next 2% contributed. Matching contributions
paid by the Company vest immediately. For the years ended
December 31, 1999 and 1998, the Company recorded expenses
for the matching contributions of approximately $6.0 million and
$5.4 million, respectively.

Rentals Under
OJ!..erating Leases
The Company leases office space and data processing and
office equipment under leases that expire on various dates
through 2004 and thereafte r. The following is a schedule of
future minimum rental payments due under operating leases

The components of the Company's tax assets and liabilities at
December 31, 1999 and 1998, respectively, are as follows:
December 31,
1999
1998
(in millions)
$ 65.3
$ 57.4
54.4
53.9
49.3
50.9
27 .0
27.6
12.2
10.6
6.6
6.0
(137.2)
(139 1)
77.6
67.3

Deferred tax assets:
Accrued expenses
Other liabilities and reserves
Alternative minimum tax credits
Property and equipment
Policy acquisition costs
Miscellaneous
Valuation allowance
Total gross deferred tax assets
Deferred tax liabilities:
Unrealized gain on investments
Software
Reserves
Miscellaneous

49.4
21 .8
16.4
10.3

Total gross deferred tax liabilities

38.6
7.3
12.2
8.6

97 .9

Net deferred tax (liability) asset

66.7

$ (20.3)

$

0.6

The net deferred tax liability and asset include federal alternative
minimum tax (AMT) credit carryforwards of $49.3 million and
$50.9 million, as of December 31, 1999 and 1998, respectively.
These credits may be utilized to offset future tax liabilities to the
extent that the Company's regular tax liability exceeds the alternative minimum tax liability. The AMT credits result from the payment of federal alternative minimum tax from 1989 through 1995
and may be carried forward indefinitely.
Reconciliation of the differences between income taxes computed at statutory federal rates and the consolidated provision for
income taxes for 1999 and 1998 is as follows:
For the years ended December 31,
1999

Amount
Income taxes computed at
statutory federal tax rate
State tax provision,
net of federal income
tax benefit
Other miscellaneous
differences
Deduction for intangible
asset dispositions
Change in valuation
allowance on deferred
tax assets
Provision for income taxes
at effective tax rates

1998

Rate

/in millions)
$ 20.8
35 .0%

Amount

Rate

(in millions)
$ 29.6
35.0%

2.1

3.5%

2.5

3.0%

0.7

1.2%

(16)

(19%)

(0.9)

(1 .5%)

(1.41

(1.7%)

(1.9)

(3.2%)

0.5

0.6%

$ 29.6

35.0%

$ 20.8

35.0%

Notes to Consolidated Financial Statements
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The Company's federal income tax returns for the years 1991
through 1995 have been examined by the IRS. Certain adjustments are currently being appealed by the Company. In addition, the IRS is currently examining the Company's federal
income tax returns for the years 1996 and 1997. In the opinion
of management, the Company has made adequate provision
for income taxes that may become payable with respect to
these years.

An Independent Licensee of the
Blue Cross and Blue Shield Association

Contingencies
In the normal course of its business operations, the Company
is involved in routi ne litigation from time to time with insureds,
beneficiaries, and others, and a number of such lawsuits were
pending at December 31, 1999.

The consolidated financial statements of the Company included
herein have been prepared in conformity with generally accepted accounting principles (GAAP). The Plan and its subsidiaries
separately report to the Insurance Department of the State of
Florida on the basis of statutory accounting practices.
A reconciliation between consolidated GAAP policyholders'
equity and statutory surplus of the Plan fol lows:

Consolidated policyholders'
equ ity IGAAPI
Less certain asset exclusions:
Net investments in subsidiaries
Accounts receivable, net
Property, equipment and other
Goodwill, net of amortization
Deferred expenses and other
Additional statutory reserves
Statutory investment reserves
GAAP accounting rules:
Pension accrual (FAS 871
Postretirement benefits (FAS 1061
Postemployment benefits (FAS 1121
Investments (FAS 1151
Computer software
Other, net
Statutory surplus of the Plan

December 31,
1999
1998
(in millions)
$896,5
$829.4

(125.41
(22 81
145 71

(90.31
(28.0I
147.91
(25.71
136.51
(228.41

(3381
(227 71

118.81
(154.31

131 11
173 01

36.5
61 .1
9 .9
(4.8)

32.7
61.8
9.4
1981
137.41
9.9

174.2)
16.2
$539.7

Plan net income
Change in statutory reserves
GAAP deferred taxes
GAAP accounting rules:
Pension expense (FAS 871
Postretirement benefits (FAS 1061
Postemployment benefits (FAS 1121
Computer software
Other, net
Statutory net income of the Plan

For the years ended
December 31,
1999
1998
(in millions)
$ 38.8
$ 54.9
(13.8)
7.8
25.0

62.7

(0.31
8.9

(981
7. 1

3.8
(0.71
0.5

1.9
1.0
0.3

(36.81
(1.01

123.0I
6.3

$ (0.61

$ 46 .5

Throughout 1999,
the company and its employees
recycled 2,899,000 pounds of
material including paper, glass, tin,

Short-Term Borrowings

aluminum and plastic,

The Company may borrow up to $200.0 million at a floating rate
under an uncollateralized revolving facility t hrough August 20,
2002. Agreements governing borrowing include typical
covenants that serve to limit asset dispositions, the incurring of
additional indebtedness and any material changes in general
lines of business. Commitment and facility fees are paid based
on the used and unused portions of the facilities. At December
31, 1999 and 1998 there was $115.0 million and $95.0 million,
respectively, of short-term borrowings outstanding on this facility. The weighted average interest rate on these borrowings
was 5.755% and 5.6% for 1999 and 1998, respectively.
Interest incurred was $5.4 million and $0.0 mi llion for 1999 and
1998, respectively.

December 31,
1999
1998
(in millions)
Policyholders' equity,
beginning of year

$ 829.4

$ 770.8

Net income

38.8

54.9

Change in net unrealized
gains and losses on
investments, net of deferred
income taxes

20.3

3.7

8.0

0.0

$ 896.5

$ 829.4

Preferred stock issued
Policyholders' equity, end of year

helping to save:

•
10,146,J00 gallons of water;

•
J,942,9J0 kilowatt hours
of electricity; and

•

Policyholders' Equity

$ 564.2

Results of operations under GAAP reconciled to a statutory basis
are as follows:

Consolidated net income on
a GAAP basis
Subsidiaries' net (incomel/loss

BlueCross BlueShield
of Florida

In management's opinion, based upon the advice of legal counsel, the aforementioned litigation and claims will not have a
material adverse effect on the Company's financial position or
results of operations.

Statutory Reporting

....

On October 27, 1999, the stockholders of Florida Combined Life
Insurance Company, Inc. (FCU, a wholly-owned subsidiary,
voted to amend the Restated Certificate of Incorporation
to authorize 100,000 shares of preferred stock, at $1 par value
per share. This preferred stock is non-convertible, has a stated
liquidation preference va lue of $10 mi llion and is senior to all
common stock. It is redeemable by the company at any time at
a redemption price of $100 per share and has voting rights equal
to 4.98 votes for each share of preferred stock. Dividends are
cumulative and payable annually on June 1, at a rate of $5 per
annum per share. At December 31, 1999, FCL has 80,000
shares issued with $7.9 million in capital in excess of par.

2 4,J 6 7 trees.

@
In addition, BCBSF received
the Mimi and Lee Adams
Environmental Award in recognition
of its efforts in recycling,
water conservation and
facility design at the company's
Deerwood Campus Complex.

BlueCross BlueShield
of Florida
An Independent Licensee of the
Blue Cross and Blue Shield Association

Throughout 1999,
the company and its employees
recycled 2,899,000 pounds of
material including paper, glass, tin,
aluminum and plastic,
helping to save:

•
10,146,500 gallons of water;

•
5,942,950 kilowatt hours
of electricity; and

•
24,567 trees.

In addition, BCBSF received
the Mimi and Lee Adams
Environmental Award in recognition
of its efforts in recycling,
water conservation and
facility design at the company's
Deerwood Campus Complex.

+.V!

BlueCross BlueShield
of Florida
An Independent Licensee of the
Blue Cross and Blue Shield Association

lnformationContact
Blue Cross and
Blue Shield of Florida, Inc.
Director of Executive Communications
P.O. Box 44269
Jacksonville, Florida 32231-4269

www.bcbsfl.com

